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by the OF board of directors, FHFA
shall provide written notice of its ob-
jection within 20 business days of the
date that FHFA first receives the no-
tice of the election of the Chair and or
Vice-Chair, and the OF board of direc-
tors must then promptly elect a new
Chair or Vice-Chair, as appropriate.

(g) By-laws and Committees.—(1) The
OF board of directors shall adopt by-
laws governing the manner in which
the board conducts its affairs, which
shall be consistent with the require-
ments of this part and other applicable
laws and regulations as administered
by FHFA. The by-laws of the board of
directors shall be subject to review and
approval by FHFA.

(2) In addition to the Audit Com-
mittee required under §1273.9 of this
part, the OF board of directors may es-
tablish other committees, including an
Executive Committee. The duties and
powers of such committee, including
any powers delegated by the OF board
of directors, shall be specified in the
by-laws of the board of directors or the
charter of the committee.

(h) Compensation.—(1) The Bank
presidents shall not receive any addi-
tional compensation or reimbursement
as a result of their service as a director
of the OF board.

(2) The OF shall pay reasonable com-
pensation and expenses to the Inde-
pendent Directors in accordance with
the requirements for payment of com-
pensation and expenses to Bank direc-
tors as set forth in part 1261 of this
title.

(i) Corporate Governance and Indem-
nification.—(1) General. The corporate
governance practices and procedures of
the OF, and practices and procedures
related to indemnification (including
advancement of expenses) shall comply
with applicable Federal law rules and
regulations.

(2) Election and designation of body of
law. To the extent not inconsistent
with paragraph (i)(1) of this section,
the OF shall elect to follow the cor-
porate governance and indemnification
practices and procedures set forth in
one of the following: (i) The law of the
jurisdiction in which the principal of-
fice of the OF is located, as amended;
(ii) the Delaware General Corporation
Law (Del. Code Ann. Title 8, as amend-
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ed); or (iii) the Revised Model Business
Corporation Act, as amended. The OF
board of directors, as constituted under
this part, shall designate in its by-laws
the body of law elected pursuant to
this paragraph (i)(2) within 90 calendar
days from the date that it holds the or-
ganizational meeting required under
§1273.10(a) of this part.

(3) Indemnification. Subject to para-
graphs (i)(1) and (i)(2) of this section, to
the extent applicable, the OF shall in-
demnify (and advance the expenses of)
its directors, officers and employees
under such terms and conditions as are
determined by the OF board of direc-
tors. The OF shall be authorized to
maintain insurance for its directors,
the CEO, and any other officer or em-
ployee of the OF. Nothing in this para-
graph shall affect any rights to indem-
nification (including the advancement
of expenses) that a director, the CEO,
or any other officer or employee of the
OF had with respect to any actions,
omissions, transactions, or facts occur-
ring prior to the effective date of this
paragraph (i).

(j) Delegation. In addition to any dele-
gation to a committee allowed under
paragraph (g) of this section, the OF
board of directors may delegate any of
its authority or duties to any employee
of the OF in order to enable OF to
carry out its functions.

(k) Outside staff and consultants. In
carrying out its duties and responsibil-
ities, the OF board of directors, or any
committee thereof, shall have author-
ity to retain staff and outside counsel,
independent accountants, or other out-
side consultants at the expense of the
OF.

§1273.8 General duties of the OF
board of directors.

(a) General. Bach director shall have
the duty to:

(1) Carry out his or her duties as di-
rector in good faith, in a manner such
director believes to be in the best in-
terests of the OF and the Bank System,
and with such care, including reason-
able inquiry, as an ordinarily prudent
person in a like position would use
under similar circumstances;
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(2) Administer the affairs of the OF
fairly and impartially and without dis-
crimination in favor of or against any
Bank;

(3) At the time of appointment or
election, or within a reasonable time
thereafter, have a working familiarity
with basic finance and accounting
practices, including the ability to read
and understand the Banks’ combined
balance sheets and income statements
and the relevant financial statements
of the OF and to ask substantive ques-
tions of management and the internal
and external auditors with regard to
both the combined financial state-
ments of the Bank System and the op-
erations and financial statements of
the OF, as appropriate; and

(4) Direct the operations of the OF in
conformity with the requirements set
forth in the Bank Act, Safety and
Soundness Act, and this chapter.

(b) Meetings and quorum. The OF
board of directors shall conduct its
business by majority vote of its mem-
bers at meetings convened in accord-
ance with its by-laws, and shall hold no
fewer than six in-person meetings an-
nually. Due notice shall be given to
FHFA by the Chair prior to each meet-
ing. A quorum, for purposes of meet-
ings of the OF board of directors, shall
require a majority of sitting board
members, which must include a major-
ity of sitting Independent Directors.

(c) Duties regarding COs. The OF
board of directors shall oversee the es-
tablishment of policies regarding COs
that shall:

(1) Govern the frequency and timing
of issuance, issue size, minimum de-
nomination, CO concessions, under-
writer qualifications, currency of
issuance, interest-rate change or con-
version features, call features, prin-
cipal indexing features, selection and
retention of outside counsel, selection
of clearing organizations, and the se-
lection and compensation of under-
writers for consolidated obligations,
which shall be in accordance with the
requirements and limitations set forth
in paragraph (c)(4) of this section;

(2) Prohibit the issuance of COs in-
tended to be privately placed with or
sold without the participation of an
underwriter to retail investors, or
issued with a concession structure de-
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signed to facilitate the placement of
the COs in retail accounts, unless the
OF has given notice to the board of di-
rectors of each Bank describing a pol-
icy permitting such issuances, solic-
iting comments from each Bank’s
board of directors, and considering the
comments received before adopting a
policy permitting such issuance activi-
ties;

(3) Require all broker-dealers or un-
derwriters under contract to the OF to
have and maintain adequate suitability
sales practices and policies, which
shall be acceptable to, and subject to
review by, the OF;

(4) Require that COs shall be issued
efficiently and at the lowest all-in
funding costs over time, consistent
with—

(i) Prudent risk-management prac-
tices, prudential debt parameters,
short and long-term market condi-
tions, and the Banks’ role as GSEs;

(ii) Maintaining reliable access to the
short-term and long-term capital mar-
kets; and

(iii) Positioning the issuance of debt
to take advantage of current and fu-
ture capital market opportunities.

(d) Other duties. The OF board of di-
rectors shall:

(1) Set policies for management and
operation of the OF;

(2) Approve a strategic business plan
for the OF in accordance with the pro-
visions of §917.5 of this title, as appro-
priate;

(3) Review, adopt and monitor annual
operating and capital budgets of the
OF in accordance with the provisions
of §917.8 of this title, as appropriate;

(4) Select, employ, determine the
compensation for, and assign the duties
and functions of a Chief Executive Offi-
cer of the OF who shall—

(i) Be head of the OF and direct the
implementation of the OF board of di-
rectors’ policies;

(ii) Serve as a member of the Direc-
torate of the FICO, pursuant to section
21(b)(1)(A) of the Bank Act (12 U.S.C.
1441(b)(1)(A)); and

(iii) Serve as a member of the Direc-
torate of the REFCORP, pursuant to
section 21B(c)(1)(A) of the Bank Act (12
U.S.C. 1441b(c)(1)(A)).

(6) Review and approve all contracts
of the OF, except for contracts for
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which exclusive authority is provided
to the Audit Committee by paragraphs
(b)(5) and (b)(6) of §1273.9; and

(6) Assume any other responsibilities
that may from time to time be as-
signed to it by FHFA.

(e) No rights created. Nothing in this
part shall create or be deemed to cre-
ate any rights in any third party.

§1273.9 Audit Committee.

(a) Composition. The Independent Di-
rectors shall serve as the Audit Com-
mittee. The Audit Committee shall
elect its chairperson from among its
members. The Chairperson of the OF
may also serve as chairperson of the
Audit Committee, if the Audit Com-
mittee members so decide.

(b) Responsibilities.—(1) The Audit
Committee shall be responsible for
overseeing the audit function of the OF
and the preparation and the accurate
and meaningful combination of infor-
mation submitted by the Banks in the
Bank System’s combined financial re-
ports.

(2) For purposes of the combined fi-
nancial reports, the Audit Committee
shall ensure that the Banks adopt con-
sistent accounting policies and proce-
dures to the extent necessary for infor-
mation submitted by the Banks to the
OF to be combined to create accurate
and meaningful combined financial re-
ports.

(3) The Audit Committee, in con-
sultation with FHFA, may establish
common accounting policies and proce-
dures for the information submitted by
the Banks to the OF for the combined
financial reports where the Committee
determines such information provided
by the several Banks is inconsistent
and that consistent policies and proce-
dures regarding that information are
necessary to create accurate and mean-
ingful combined financial reports.

(4) To the extent possible the Audit
Committee shall operate consistent
with the requirements pertaining to
audit committee reports set forth in
Item 407(d)(3) of Regulation S-K pro-
mulgated by the Securities and Ex-
change Commission.

(5) The Audit Committee shall over-
see internal audit activities, including
the selection, evaluation, compensa-
tion and, where appropriate, replace-
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ment of the internal auditor. The in-
ternal auditor shall report directly to
the Audit Committee and administra-
tively to executive management.

(6) The Audit Committee shall have
the exclusive authority to employ and
contract for the services of an inde-
pendent, external auditor for the
Banks’ annual and quarterly combined
financial statements and of an inde-
pendent, external auditor for OF.

(7) The Audit Committee shall direct
senior management to maintain the re-
liability and integrity of the account-
ing policies and financial reporting of
the OF.

(8) The Audit Committee shall review
the basis for the OF’s financial state-
ments and the external auditor’s opin-
ion rendered with respect to such fi-
nancial statements.

(9) The Audit Committee shall ensure
that senior management has estab-
lished and is maintaining an adequate
internal control system within the OF
by:

(i) Reviewing the OF’s internal con-
trol system and the resolution of iden-
tified material weaknesses and report-
able conditions in the internal control
system, including the prevention or de-
tection of management override or
compromise of the internal control sys-
tem; and

(ii) Reviewing the programs and poli-
cies of the OF designed to ensure com-
pliance with applicable laws, regula-
tions, and policies and monitoring the
results of these compliance efforts.

(10) The Audit Committee shall re-
view the policies and procedures estab-
lished by senior management to assess
and monitor implementation of the OF
strategic business plan and the oper-
ating goals and objectives contained
therein.

(11) The Audit Committee shall pro-
vide an independent, direct channel of
communication between the OF’s board
of directors and the internal and exter-
nal auditors.

(12) The Audit Committee shall con-
duct or authorize investigations into
any matters within the Audit Commit-
tee’s scope of responsibilities.

(13) The Audit Committee shall re-
port periodically its findings to the
OF’s board of directors.
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